
 
Michigan Department of Treasury 
496 (02/06) 

Auditing Procedures Report 
Issued under P.A. 2 of 1968, as amended and P.A. 71 of 1919, as amended. 

Local Unit of Government Type Local Unit Name County 

County City Twp Village Other   
Fiscal Year End Opinion Date Date Audit Report Submitted to State 

We affirm that: 

We are certified public accountants licensed to practice in Michigan. 

We further affirm the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the  
Management Letter (report of comments and recommendations). 
 
 

Y
ES

 

N
O

 

Check each applicable box below. (See instructions for further detail.) 

1.   All required component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the 
reporting entity notes to the financial statements as necessary.  
 

2.   There are no accumulated deficits in one or more of this unit’s unreserved fund balances/unrestricted net assets 
 (P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures. 
 

3.   The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury. 
 

4.   The local unit has adopted a budget for all required funds. 
 

5.   A public hearing on the budget was held in accordance with State statute. 
6.   The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or  

other guidance as issued by the Local Audit and Finance Division. 
 

7.   The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit. 
 

8.   The local unit only holds deposits/investments that comply with statutory requirements.  
 

9.   The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulletin for  
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin). 
 

10.   There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit  
that have not been previously communicated to the Local Audit and Finance Division (LAFD). If there is such activity that has 
not been communicated, please submit a separate report under separate cover. 
 

11.   The local unit is free of repeated comments from previous years. 
 

12.   The audit opinion is UNQUALIFIED. 
 

13.   The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally  
accepted accounting principles (GAAP). 
 

14.   The board or council approves all invoices prior to payment as required by charter or statute. 
 

15.   To our knowledge, bank reconciliations that were reviewed were performed timely. 
 

If a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not 
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a 
description(s) of the authority and/or commission. 
I, the undersigned, certify that this statement is complete and accurate in all respects. 

We have enclosed the following: Enclosed Not Required (enter a brief justification) 

Financial Statements  
 

The letter of Comments and Recommendations  
 

Other (Describe)   

Certified Public Accountant (Firm Name) Telephone Number 

Street Address City State Zip 

Authorizing CPA Signature Printed Name License Number 

 

Brian.Clark
Beth Bialy







































































































































































































































































































   

City of Southfield, Michigan  

 

Federal Awards 

Supplemental Information 

June 30, 2006 
 
 
 
 
 
 



City of Southfield, Michigan  

   

Contents 

Independent Auditor's Report 1 

Report on Internal Control Over Financial Reporting and on Compliance and 
Other Matters Based on an Audit of Financial Statements Performed in 
Accordance with Government Auditing Standards 2-3 

Report on Compliance with Requirements Applicable to Each Major Program and 
on Internal Control Over Compliance in Accordance with OMB Circular A-133  4-5 

Schedule of Expenditures of Federal Awards   Back 6 

Notes to Schedule of Expenditures of Federal Awards 7 

Schedule of Findings and Questioned Costs 8-18 

Summary Schedule of Prior Audit Findings 19 

 

 



 

  1  

Independent Auditor's Report 

To the Honorable Mayor and  
     Members of the City Council 
City of Southfield, Michigan  
 

We have audited the financial statements that collectively comprise the City of Southfield, 
Michigan's basic financial statements for the year ended June 30, 2006 and have issued our 
report thereon dated January 4, 2008.  Those basic financial statements are the responsibility of 
the management of the City of Southfield, Michigan.  Our responsibility was to express an 
opinion on those basic financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States.  Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
basic financial statements are free of material misstatement.  An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the basic financial statements.  An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation.  We believe that 
our audit provides a reasonable basis for our opinion. 

Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the City of Southfield, Michigan's basic financial statements taken as a 
whole.  The accompanying schedule of expenditures of federal awards is presented for the 
purpose of additional analysis and is not a required part of the basic financial statements.  The 
information in this schedule has been subjected to the auditing procedures applied in the audit of 
the basic financial statements and, in our opinion, is fairly stated in all material respects in relation 
to the basic financial statements taken as a whole. 

  

January 4, 2008 
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Report on Internal Control Over Financial Reporting and on Compliance 
and Other Matters Based on an Audit of Financial Statements Performed 

in Accordance with Government Auditing Standards 
 
To the Honorable Mayor and  
     Members of the City Council 
City of Southfield, Michigan  
 

We have audited the financial statements of the governmental activities, business-type activities, 
the aggregate discretely presented component units, each major fund, and the aggregate 
remaining fund information of the City of Southfield, Michigan as of and for the year ended June 
30, 2006 and have issued our report thereon dated January 4, 2008.acWe conducted our audit in 
accordance with auditing standards generally accepted in the United States of America and the 
standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the City of Southfield, Michigan’s internal 
control over financial reporting in order to determine our auditing procedures for the purpose 
of expressing our opinion on the financial statements and not to provide an opinion on the 
internal control over financial reporting.  However, we noted certain matters involving the 
internal control over financial reporting and its operation that we consider to be reportable 
conditions.  Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in the design or operation of the internal control over financial reporting that, in our 
judgment, could adversely affect the City of Southfield, Michigan’s ability to record, process, 
summarize, and report financial data consistent with the assertions of management in the 
financial statements.  Reportable conditions are described in the accompanying schedule of 
findings and questioned costs as items 2006-1 through 2006-9. 

A material weakness is a reportable condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that 
misstatements caused by error or fraud in amounts that would be material in relation to the 
financial statements being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions.  Our consideration of 
the internal control over financial reporting would not necessarily disclose all reportable 
conditions that are also considered to be material weaknesses.  We consider items 2006-1, 
2006-2, 2006-4, 2006-5, 2006-7, 2006-8, and 2006-9 to be material weaknesses. 

In addition, we noted certain matters that we have reported to the management of the City of 
Southfield, Michigan in a separate letter dated January 4, 2008. 
                                                                                                                          



To the Honorable Mayor and  
     Members of the City Council 
City of Southfield, Michigan  
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the City of Southfield, Michigan’s 
financial statements are free of material misstatement, we performed tests of its compliance 
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance 
with which could have a direct and material effect on the determination of financial statement 
amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion.  The results of our 
tests disclosed no instances of noncompliance or other matters that are required to be reported 
under Government Auditing Standards.    

This report is intended solely for the information and use of the City Council, management, 
officials of the State of Michigan, federal awarding agencies, and pass-through entities and is not 
intended to be and should not be used by anyone other than these specified parties. 

  

January 4, 2008 
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Report on Compliance with Requirements Applicable to Each Major Program and on Internal 
Control Over Compliance in Accordance with OMB Circular A-133 

 
To the Honorable Mayor and  
     Members of the City Council 
City of Southfield, Michigan  

Compliance 
 
We have audited the compliance of the City of Southfield, Michigan with the types of compliance 
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its major federal programs for the year 
ended June 30, 2006.  The major federal programs of the City of Southfield, Michigan are 
identified in the summary of auditor's results section of the accompanying schedule of findings 
and questioned costs.  Compliance with the requirements of laws, regulations, contracts, and 
grants applicable to each of its major federal programs is the responsibility of the City of 
Southfield, Michigan’s management.  Our responsibility is to express an opinion on the City of 
Southfield, Michigan’s compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred.  An audit includes examining, on a test basis, evidence about the City of Southfield, 
Michigan’s compliance with those requirements and performing such other procedures as we 
considered necessary in the circumstances.  We believe that our audit provides a reasonable 
basis for our opinion.  Our audit does not provide a legal determination on the City of 
Southfield, Michigan’s compliance with those requirements. 

In our opinion, the City of Southfield, Michigan complied, in all material respects, with the 
requirements referred to above that are applicable to each of its major federal programs for the 
year ended June 30, 2006.  The results of our auditing procedures disclosed an instance of 
noncompliance with the requirements that is required to be reported in accordance with OMB 
Circular A-133, which is described in the accompanying schedule of findings and questioned 
costs as item 2006-10. B 



To the Honorable Mayor and  
     Members of the City Council 
City of Southfield, Michigan  
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Internal Control Over Compliance 

The management of the City of Southfield, Michigan is responsible for establishing and 
maintaining effective internal control over compliance with requirements of laws, regulations, 
contracts, and grants applicable to federal programs.  In planning and performing our audit, we 
considered the City of Southfield, Michigan’s internal control over compliance with requirements 
that could have a direct and material effect on a major federal program in order to determine 
our auditing procedures for the purpose of expressing our opinion on compliance and to test 
and report on internal control over compliance in accordance with OMB Circular A-133. 

We noted certain matters involving the internal control over compliance and its operations that 
we consider to be reportable conditions.  Reportable conditions involve matters coming to our 
attention relating to significant deficiencies in the design or operations of the internal control 
over compliance that, in our judgment, could adversely affect the City's ability to administer a 
major federal program in accordance with the applicable requirements of laws, regulations, 
contracts and grants.  Reportable conditions are described in the accompanying schedule of 
findings and questioned costs as items 2006-1, 2006-2, and 2006-6. 

Our consideration of the internal control over compliance would not necessarily disclose all 
matters in the internal control that might be material weaknesses.  A material weakness is a 
reportable condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that noncompliance with 
applicable requirements of laws, regulations, contracts, and grants caused by error or fraud that 
would be material in relation to a major federal program being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their assigned 
functions.  We consider items 2006-1 and 2006-2 to be material weaknesses. 

This report is intended solely for the information and use of the City Council and management, 
officials of the State of Michigan, federal awarding agencies, and pass-through entities and is not 
intended to be and should not be used by anyone other than these specified parties. 

  

January 4, 2008



City of Southfield, Michigan  

See Notes to Schedule of Expenditures   
of Federal Awards.   6 

Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2006 

Federal Agency/Pass-through Agency Program Title CFDA Number Federal Expenditures

U.S. Department of Housing and Urban Development:
Community Development Block Grants - 14.218 212,754$                      

SHIP (Southfield Home Improvement Program) and other income:
            2002 Entitlement - B-02-MC-260012 14.218 11,524                          
            2003 Entitlement - B-03-MC-260012 14.218 728                               
            2004 Entitlement - B-04-MC-260012 14.218 5,773                            
            2005 Entitlement - B-04-MC-260012 14.218 123,327                        
            2006 Entitlement - B-04-MC-260012 14.218 518,880                        

Section 8 Housing Choice Vouchers Program 14.871 1,033,577                     

Total U.S. Department of Housing and 
Urban Development 1,906,563                     

U.S. Department of Health and Human Services - Michigan Works - Passed through
Oakland County - Private Industrial Council - Temporary Assistance to 
Needy Families:               

2005 93.558 117,832                        
2006 93.558 221,791                        

Total U.S. Department of Health and Human Services 339,623                        

U.S. Department of Labor - Michigan Works - Passed through Oakland County -
Private Industrial Council:

Reed Act       17.000 46,696                          
Employment Services 17.207 311,969                        
Welfare-to-Work Grants to States and Localities:

2005       17.253 94,494                          
2006 17.253 75,642                          

Workforce Investment Act - Adult Program      17.258 (1) 496,061                        
Workforce Investment Act - Youth Activities       17.259 (1) 63,180                          
Workforce Investment Act - Dislocated Workers      17.260 (1) 384,116                        

Total U.S. Department of Labor 1,472,158                     

Department of Homeland Security - Passed through Michigan Department of State Police:
Emergency Management Performance Grant 97.042 50,577                          
State Domestic Preparedness Equipment Support Program 97.004 381,920                        

Total Federal Emergency Management Agency 432,497                        

U.S. Department of Justice:
Direct:

LLEBG - Bike and Motorcycle Grant #04-LB-BX-0087 16.592 19,614                          
LLEBG - Bike and Motorcycle Grant #04-LB-BX-00 16.592 34,229                          

Passed through Michigan Department of Community Health - Byrne Formula Grant 16.579 33,616                          

Total U.S. Department of Justice 87,459                          

U.S. Department of Transportation, Federal Highway Administration - Passed through
Michigan Department of Transportation - Highway Planning and Construction 2005 20.205 16,732                          

U.S. Environmental Protection Agency - Passed through the County of Wayne -
Surveys, Studies, Investigations, and Special Purpose Grants 66.606 622,542                        

               Total federal awards 4,877,574$                

(1) Denotes the Workforce Investment Act Cluster
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Note 1 - Significant Accounting Policies  

The accompanying schedule of expenditures of federal awards includes the federal 
grant activity of the City of Southfield, Michigan (the “City”) and is presented on the 
same basis of accounting as the basic financial statements.  The information in this 
schedule is presented in accordance with the requirements of OMB Circular A-133, 
Audits of States, Local Governments, and Non-Profit Organizations.  Therefore, some 
amounts presented in this schedule may differ from amounts presented in, or used in 
the preparation of, the basic financial statements. 

Note 2 - Subrecipient Awards 

Of the federal expenditures presented in the schedule of expenditures of federal 
awards, federal awards were provided to subrecipients as follows: 

Federal Program Title Subrecipient

Amount 
Provided to 

Subrecipients

Community Development Block Grant HAVEN 13,000$         
Accounting Aid Society 2,500             
Common Ground Sanctuary 2,070             

Total subrecipient
awards 17,570$         
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Section I - Summary of Auditor's Results 

Financial Statements 
 
Type of auditor’s report issued: Unqualified 

Internal control over financial reporting: 

• Material weakness(es) identified?     X     Yes             No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?      X     Yes             None reported 

Noncompliance material to financial  
statements noted?              Yes     X     No 

Federal Awards 
 
Internal control over major program(s): 

• Material weakness(es) identified?     X     Yes             No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?      X     Yes             None reported 

Type of auditor’s report issued on compliance for major program(s):  Unqualified 

Any audit findings disclosed that are required 
to be reported in accordance with  
Section 510(a) of Circular A-133?     X     Yes             No 

Identification of major program(s): 

CFDA  Number Name of Federal Program or Cluster

14.218 Community Development Block Grant
14.871 Section 8 Housing Choice Voucher Program
66.606 Wet Weather Program
97.004 State Domestic Preparedness Program  

Dollar threshold used to distinguish between type A and type B programs:   $300,000 

Auditee qualified as low-risk auditee?              Yes     X     No
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (18) Back 

Reference 
Number  Findings 

  

2006-1  Lack of Timely Bank Reconciliations 

  Finding Type - Reportable condition/Material weakness 

  
Criteria - Bank reconciliations should be prepared on a timely basis within the 
City’s framework of its internal control structure. 

  
Condition - Bank reconciliations were not prepared timely for all of the City's 
accounts. 

  

Context - The lack of preparation of timely bank reconciliations resulted in 
material unknown differences in year-end balances between the general ledger 
and the statements of the bank. 

  
Effect - The City could not readily support the general ledger cash balance at 
year end. 

  
Cause - The City does not have a process in place to ensure timely 
reconciliations are prepared. 

  

Recommendation - We encourage the City to review current procedures 
and implement the changes necessary to ensure that timely bank 
reconciliations are prepared. 

  

Views of Responsible Officials and Planned Corrective Actions - The 
City will review its bank reconciliation process and establish controls to ensure 
that timely reconciliations are prepared.  The bank accounts have now been 
materially reconciled for the year ended June 30, 2006.  
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

 

 

 

Reference 
Number  Findings 

  

2006-2  Segregation of Duties 

  Finding Type - Reportable condition/Material weakness 

  
Criteria - Adequate segregation of duties should be a main component within 
the City’s framework of its internal control structure. 

  

 
Condition - The City does not have adequate segregation of duties.  One 
individual was responsible for preparing bank reconciliations, preparing journal 
entries, reconciling the cash drawers, preparing the bank deposit, and had the 
ability to take the deposit to the bank and initiate wire transfers.   

  
Context - The lack of adequate segregation of duties could result in 
misappropriation of assets and/or fraudulent financial reporting. 

  

Effect - While misappropriation of assets and fraudulent financial reporting 
were not found during the City's audit, there is potential risk when there is 
inadequate segregation of duties. 

  
Cause - The City does not have adequate segregation of duties relating to the 
authorization, handling, and recording of cash transactions. 

  

Recommendation - We encourage the City to review current procedures 
and implement the changes necessary to ensure adequate segregation of 
duties within the cash cycle.  The City should consider separating the 
safekeeping of cash from the financial recording of cash. 

  

Views of Responsible Officials and Planned Corrective Actions - The 
City will review its process and establish controls to ensure adequate 
segregation of duties within the cash cycle. 
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

 

 

 

 

 

 

Reference 
Number  Findings 

  

2006-3  Special Assessments 

  Finding Type - Reportable condition 

  
Criteria - Special assessments should be assessed equal to the total project 
costs. 

  

 
Condition - The City has a portion of special assessment dollars that may 
need to be refunded.   

  Context - The City may have overassessed its special assessments. 

  
Effect - The City has a portion of special assessment dollars that may need to 
be refunded.   

  

Cause - The total amount assessed by the City for special assessments 
appears to be in excess of the total project costs, which could result in the 
need for refunds. 

  

Recommendation - We encourage the City to review current procedures 
and implement the changes necessary to ensure special assessments are not 
assessed in excess of project costs.  

  

Views of Responsible Officials and Planned Corrective Actions - The 
City will review its process and establish controls to ensure adequate assessing 
of special assessments. 
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

 

 

 

 

 

 

 

Reference 
Number  Findings 

  

2006-4  Accounting for Life Support Fees 

  Finding Type - Reportable condition/Material weakness 

  
Criteria - Life support revenue and deposits should be reported and 
reconciled throughout the year. 

  

 
Condition - The City did not account for or reconcile life support fees 
revenue or deposits during the year. 

  
Context - The lack of accounting for and reconciling of revenue and deposit 
accounts could result in an error on the financial statements. 

  Effect - The financial records are not properly stated throughout the year. 

  
Cause - The City did not account for or reconcile the life support fees 
revenue or deposit accounts during the year. 

  
Recommendation - We encourage the City to account for and reconcile 
revenue and deposit accounts during the year. 

  
Views of Responsible Officials and Planned Corrective Actions - The 
City will review its process and establish controls to ensure proper accounting. 
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

 

 

 

Reference 
Number  Findings 

  

2006-5  Accounting for Tax Collections  

  Finding Type - Reportable condition/Material weakness 

  

Criteria - The City is responsible for reconciling cash amounts as they come 
into the City's accounts and are held in trust for the other taxing units until 
disbursed.  The City should incorporate the use of the City's general ledger 
software system for all dollars collected.  Establishing a separate fiduciary 
account and setting these entries up as recurring in the City's general ledger 
system will help to promote accuracy and timeliness of financial data recorded 
in the general ledger throughout the year.  
 

  

Condition - The City did not account for property taxes collected but held in 
trust for other taxing units during the year on the City’s general ledger 
software. 

  
Context - The lack of accounting for these dollars on the general ledger could 
result in an error on the financial statements. 

  Effect - The financial records are not properly stated throughout the year. 

  

Cause - The City did not account for property taxes collected but held in 
trust for other taxing units during the year on the City’s general ledger 
software. 

  

Recommendation - We encourage the City to account for and reconcile 
property taxes collected but held in trust for other taxing units during the year 
on the City’s general ledger software. 

  
Views of Responsible Officials and Planned Corrective Actions - The 
City will review its process and establish controls to ensure proper accounting. 
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

 

 

 

 

 

 

 

 

Reference 
Number  Findings 

  

2006-6  Approval and Review of Journal Entries 

  Finding Type - Reportable condition 

  Criteria - Journal entries should be approved and reviewed.   

  
 
Condition - Journal entries are not approved or reviewed. 

  
Context - The lack of approval and review of journal entries could result in 
fraudulent financial reporting or misappropriation of assets. 

  
Effect - There could be a potential risk that the financial statements are 
misstated. 

  
Cause - There was no approval or review of the journal entries that were 
posted throughout the year. 

  
Recommendation - We encourage the City to review its process and 
controls to consider the approval and review of journal entries. 

  
Views of Responsible Officials and Planned Corrective Actions - The 
City will review its process and establish controls for journal entries posted. 
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

Reference 
Number  Findings 

  

2006-7  State Reporting Deadline 

  Finding Type -Reportable condition/Material weakness 

  Criteria - Account 

  

 
Condition - The City's basic financial statements were not completed in a 
timely manner and, therefore, the audit deadline was not met. 

  
Context - The unseemliness of the preparation of the City's basic financial 
statements could result in a loss of state revenue-sharing money. 

  
Effect - The City's basic financial statements were not completed in a timely 
manner. 

  
Cause - Financial statement audit findings noted above as well as the 
understaffing in some City departments contributed to the delay. 

  

Recommendation - We encourage the City to review its process and 
controls over financial reporting and to prioritize the workload of the staff that 
are key to the financial statement audit process. 

  
Views of Responsible Officials and Planned Corrective Actions - The 
City will review its process and establish controls over its financial reporting. 



City of Southfield, Michigan  

Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

 

 

 

 

 

 

Reference 
Number  Findings 

  

2006-8  Capital Asset Reconciliation 

  Finding Type - Reportable condition/Material weakness 

  
Criteria - Capital assets should be reconciled from the detail records to the 
general ledger throughout the year.  

  

 
Condition - The City's capital asset detail did not reconcile to the general 
ledger during the year. 

  
Context - The lack of accounting for and reconciling of the capital asset 
accounts could result in an error on the financial statements.  

  Effect - The financial records are not properly stated throughout the year. 

  
Cause - The City did not account for or reconcile the capital asset detail to 
the general ledger during the year.  

  
Recommendation - We encourage the City to reconcile the capital asset 
detail to the general ledger throughout the year. 

  

Views of Responsible Officials and Planned Corrective Actions - The 
City has fully reconciled the capital asset detail to the general ledger and will 
continue the reconciliation process throughout the year.  The City also plans 
to conduct a full inventory of all capital asset detail for the audit year ending 
June 30, 2008.  
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings (Continued) 

 

 

 

 

 

 

 

Reference 
Number  Findings 

  

2006-9  Miscellaneous Deposits 

  Finding Type - Reportable condition/Material weakness 

  
Criteria - The deposits subledger should be reconciled to the general ledger 
throughout the year.  

  

 
Condition - The City's miscellaneous deposits did not reconcile to the general 
ledger during the year. 

  
Context - The lack of accounting for and reconciling of the miscellaneous 
deposits could result in an error on the financial statements.  

  Effect - The financial records are not properly stated throughout the year. 

  
Cause - The City did not account for or reconcile the miscellaneous deposits 
detail to the general ledger during the year.  

  
Recommendation - We encourage the City to reconcile the miscellaneous 
deposits detail to the general ledger throughout the year. 

  

Views of Responsible Officials and Planned Corrective Actions - The 
City is in the process of fully reconciling all deposit subledgers to the general 
ledger to ensure all deposit amounts are properly reflected on the general 
ledger during the year. 
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Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section III - Federal Program Audit Findings Back 

Findings 2006-1, 2006-2 and 2006-6 under Financial Statement Audit Findings are also 
considered to be Federal Program Audit Findings given their overarching nature.  

Reference 
Number  Findings 

2006-10 
 

Program Name -  U.S. Environmental Protection Agency, Surveys, Studies, 
Investigations and Special Purpose Grants - CFDA #66.606 

  Pass-through Entity - Wayne County 

  Finding Type - Noncompliance 

  

 
Criteria - The grant agreement dictates that the City must submit quarterly 
status reports to the County of Wayne. 

  

 
Condition - The City did not submit any status reports to the County during 
the year. 

  Questioned Costs - None 

  

 
Context - By not submitting quarterly status reports to Wayne County, the 
Wet Weather Program did not comply with the grant agreement. 

  

 
Cause and Effect - The City did not submit any status reports to the County 
of Wayne during the year and, in effect, did not fully comply with the grant 
agreement. 

  

 
Recommendation - We recommend that the Wet Weather Program submit 
quarterly status reports to Wayne County, as required in the grant agreement. 

  

 
Views of Responsible Officials and Planned Corrective Actions - The 
City will submit quarterly status reports to Wayne County as required by the 
grant agreement. 
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Fiscal
 Year

Finding 
Number Finding

CFDA 
Number

Questioned 
Costs Comments

2005 05-01 The City did not 
maintain documentation 
of third-party income 
verification for two 
Section 8 Housing 
Program participants.

14.871 None Corrected.  The City 
has properly maintained 
documentation of third-
party income 
verification for Section 8 
Housing Program 
participants.

2005 05-02 The City did not 
prepare and submit a 
required financial report 
before the due date.

14.871 None Corrected.  The 
previously required 
financial report is no 
longer required to be 
filed.

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 



 
 

   

January 4, 2008 

To the Honorable Mayor and  
Members of the City Council 

City of Southfield 
26000 Evergreen Road 
Southfield, MI  48076 

Dear Mayor and Council Members: 

We have recently completed the audit of the financial statements of City of Southfield for the 
year ended June 30, 2006.  As a result of our audit and in addition to our financial report, we 
have the following comments for the mayor and City Council's review. 
 
Financial Results 
 
For the year ended June 30, 2006, net assets in the General Fund decreased by approximately 
$.6 million.  While the General Fund realized a decrease to its fund balance in the current year, 
the General Fund revenues and expenditures both performed better than the anticipated 
budgeted amounts, which projected that the General Fund would decrease by $2.4 million.  The 
City’s General Fund results are currently in line with the City’s fund balance stabilization plan 
that was set up to properly address the ongoing economic challenges that the City will continue 
to face within the state of Michigan.  This includes continual decline in state-shared revenues, 
anticipated slower growth in property values, and continual challenges with funding the 
increasing costs associated with current health care, properly funding the annual required 
pension contribution and future healthcare for the City’s employees and retirees, as well as 
continuing to provide adequate services and City enhancements for its residents. 
 
Condition of Accounting Records and Controls 
 
We would like to commend the City and its staff for the large time commitment and the 
dedication that they put forth in order to ensure that the City received an unqualified opinion 
and that the financial statement amounts and disclosures were properly stated and supported.  
During this time, the City's departments made great strides in improving their fixed asset 
records, sharing information among departments, reconciling numerous general ledger accounts, 
and improving other processes. This significant effort resulted in prior period adjustments to the 
previously reported June 30, 2005 net assets and fund balances.  In addition, the City is 
committed to, and is in the process of, continuing to enhance its internal controls and 
reconciliation processes during the current year to address the items we noted during the audit 
process. 
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In planning and performing our audit of the financial statements of the City of Southfield, 
Michigan for the year ended June 30, 2006, we considered the City's internal control in order to 
determine our auditing procedures for the purpose of expressing our opinion on the financial 
statements and not to provide assurance on the internal control.  However, we noted certain 
matters involving the internal control and its operation that we consider to be reportable 
conditions under standards established by the American Institute of Certified Public 
Accountants.  Reportable conditions involve matters coming to our attention relating to 
significant deficiencies in the design or operation of the internal control that, in our judgment, 
could adversely affect the City's ability to record, process, summarize, and report financial data 
consistent with the assertions of management in the financial statements.  

A material weakness is a reportable condition in which the design or operation of one or more 
of the internal control components does not reduce to a relatively low level the risk that errors 
or irregularities in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal 
course of performing their assigned functions. 

Our consideration of internal control would not necessarily disclose all matters in internal 
control that might be reportable conditions and, accordingly, would not necessarily disclose all 
reportable conditions that are also considered to be material weaknesses as defined above. 
However, we noted the following reportable conditions that we believe to be material 
weaknesses: 

Bank Reconciliations   

During the year, monthly bank reconciliations were prepared for all the bank accounts 
maintained by the City.  However, any differences between the “balance per general ledger” on 
the bank reconciliation and the actual general ledger balance were not identified and resolved in 
a timely manner.  As a result, at year end and for several months during the year, the general 
ledger balance did not reconcile to the balance per the reconciliation by material amounts. In 
order to maintain proper control over the cash accounts, the monthly bank reconciliation 
process should include identifying and following up on differences between the bank 
reconciliation balance and the general ledger balance.  Any adjustments identified should be 
posted on a monthly basis.  To further enhance this process, the City should have the preparer 
and the reviewer sign off and date the bank reconciliations when completed to document the 
timeliness of the preparation and review. 
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In addition, it was noted that certain lock box accounts and the portion of tax dollars that are 
collected and held in trust for other units, such as the schools and county, are not recorded on 
the City's general ledger system during the year.  Additonally, property tax collection revenues 
were not recorded on the general ledger.  We recommend that all cash accounts and revenue 
accounts be reflected on the general ledger and reconciled on a monthly basis to ensure 
accuracy throughout the year. The process of reconciling property tax collections to the general 
ledger and preparing the bank reconciliations may be an easier task for the City if the tax 
collection process incorporates the use of the City's general ledger software system for all 
dollars collected.  Establishing a separate fiduciary account and setting these entries up as 
recurring in the City's general ledger system will help to promote accuracy and timeliness of 
financial data recorded in the general ledger throughout the year.  

Account and Capital Asset Reconciliations  

As noted above, the City invested time during the audit process to ensure thorough account 
reconciliations were performed for both capital asset detail as well as a variety of general ledger 
accounts that had not been fully supported in the past.  At the end of the process, the City’s 
significant general ledger accounts were properly supported and were in compliance with 
required accounting standards.  This reconciliation process resulted in prior period adjustments 
to the City’s financial statements as well as numerous journal entries throughout the audit 
process.  We recommend that the City continue to reconcile these accounts and maintain their 
accuracy throughout the year.   

We also suggest that the City put in place a reconciliation policy related to the required manual 
monthly adjusting journal entries. This policy would include a review, approval, and sign off 
function of the entries posted and procedures to ensure the accuracy of the City’s general ledger 
throughout the year.   

Miscellaneous Deposits   

The City appears to have excess dollars within the miscellaneous deposits general ledger 
account.  The supporting documentation would indicate that fewer dollars are actually due to 
others than what is reflected in the liability account within the general ledger account.  Similar to 
the comments above, we also recommend that the City reconcile all supporting deposit 
information to the general ledgers accounts throughout the year to ensure accuracy.   

Segregation of Duties 

Strong internal controls attempt to segregate the three duties associated with custody, 
authorization, and recordkeeping for any transaction. Incompatible functions could place a 
person in the position to both perpetrate and conceal errors or fraud in the normal course of his 
or her duties. Due to its limited staff size, we do not believe the City has an adequate 
segregation of accounting duties because there is an individual who is able to perform the three 
duties noted above.  We suggest that the City attempt to segregate the duties and believe that 
these enhanced procedures could help to identify errors in a timely manner and improve the 
overall controls and safeguarding of assets at the City. 
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Life Support Revenue  

The City did not account for or reconcile life support fees revenue during the year.  Instead, one 
lump-sum entry was made as of the last day of the year.  As a result, the City’s financial records 
were not properly stated during the audit year.  It is our understanding that this situation 
occurred due to a vacant position within the accounting staff.  The City corrected this and during 
the ensuing fiscal year, this account was reconciled on a monthly basis.  

Additional Observations 

We also noted the following reportable conditions that in our judgment are not considered to be 
material weaknesses: 

• Currently, the City has a special assessment policy whereby property owners are not 
assessed until all project construction costs are paid initially by the City. The City is then 
reimbursed through the special assessment to property owners. Prior to this policy being 
enacted, the City's special assessments were billed before the final project costs were 
complete. The City restructured its reconciliation policy and invested time to reconcile these 
previous type of special assessment funds to ensure no property owner was over assessed 
and to ensure the City is in compliance with the state law, which requires that special 
assessments assessed to property owners be limited to the needs of the project plus a small 
additional amount for administration purposes.  The City is currently in the process of 
reconciling any remaining dollars related to this previous type of special assessment funds. 

• The City’s financial statement audit was not completed within the time frame required by 
the State of Michigan.  The City noted that there were certain conditions which were 
outside the City's control that helped to contribute to the late completion.  However, the 
City made great strides in reconciling accounts and adjusting balances as needed during the 
current audit year.  However, the City’s audit for the year ended June 30, 2007 is now also 
late.  With the time invested in the previous two audit years, the City fully anticipates to be 
back on track and to file the June 30, 2008 audit in a timely manner.   

We also noted the following items during our audit that the City may want to consider in order 
to enhance its internal control system: 
 
• The payroll department has the ability to prepare payroll, change pay rates, and add and 

delete employees.  Though there are controls during the check signature process, the City 
should consider establishing a policy that involves managerial review and/or segregation of 
duties regarding pay rate changes and employee additions and deletions. 

 
• The City should ensure that the pension system reserves are adequately separated between 

City reserve, employee reserve, pension reserve, and healthcare reserves throughout the 
year, or at least at year end. 
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• The City is also planning to focus more on ensuring that all interfund transfers are properly 

analyzed to verify the proper classification of dollars being transferred.  Some items may be 
more properly classified as expense reimbursements versus transfers. 

• It was noted that certain grant funds have a fund balance in the current year.  Typically 
reimbursement-type grants would not result in fund balance.  The City is in the process of 
identifying the origin of the funds on hand to determine if these dollars are available to the 
specific grant fund and/or the General Fund and what these dollars can be used for based on 
the original source of the funds.  The fund balance in the grant funds has been restricted for 
use until the reconciliation is complete and the dollars properly freed up for their intended 
use. 

Other Items 

Postemployment Benefits 

The City has been proactive in beginning to fund its future expected postemployment healthcare 
benefits.  The City has been contributing to a Retiree Healthcare Benefit Trust and obtaining an 
actuarial valuation on the accrued liability to the fund since 2001.  As of June 30, 2009, the 
Governmental Accounting Standards Board Statement No. 45 will require the City to disclose 
the total liability for retiree healthcare.  In addition, the actuary will determine an annual 
required contribution that is necessary to ensure the health of the fund.  The City’s progress in 
funding this liability will be disclosed in the financial statements and any annual shortfalls in 
funding will be shown as an accrued liability to be disclosed on the government-wide financial 
statements.    

Infrastructure Capitalization Requirement 
 
Since GASB 34 full accrual statements were implemented, the City has been required to 
capitalize infrastructure additions.  The City has been complying with this requirement on a “go 
forward” basis.  However, for the year ending June 30, 2007, the City will be required to “look 
back” to the year beginning July 1, 1981 and capitalize all infrastructure added from 1981 to the 
first year of GASB 34 implementation, or more than 20 years worth of additions.  In order to 
expedite the audit process for 2007, we recommend the City prioritize this project. 
 
New Auditing Standards 

The American Institute of Certified Public Accountants Audit Standards Board recently issued 
nine new Statements on Auditing Standards (SAS).  The new auditing standards increase the level 
of documentation that is required to be obtained during our audits and modify the way we 
conduct our work.  The new standards take effect over the next two years.  The following is a 
summary of the new standards: 
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• Statement on Auditing Standards 103 - Audit Documentation - This standard is 

effective for the year ended June 30, 2007 and clarifies and increases the requirements that 
auditors must follow in obtaining, managing, and retaining documentation that supports the 
audit opinion.  It redefines the form, content, and extent of audit documentation necessary 
to support the audit work.  It also redefined the method used to determine the dating of the 
auditor’s report.  The substantive implication of this new standard to the City is that we will 
be more specific in our requests for information and documentation.  

• Statement on Auditing Standards 112 - Communication of Internal Control 
Related Matters Noted in an Audit - This standard is effective for the year ending June 
30, 2007 and establishes requirements for the auditor’s communication responsibility to the 
City Council concerning significant deficiencies and material weaknesses in internal control 
noted in a financial statement audit.  The new audit standard lowers the threshold that is 
used to determine if a control deficiency must be reported to the Council.  The substantive 
implication of this new standard is that it likely that we will be required to officially report on 
more internal control-related items than in the past. 

• Statements on Auditing Standards 104-111 - The Risk Assessment Standards - 
These standards are effective for the year ending June 30, 2008 and will substantially affect 
the auditing process by enhancing the auditor’s application of audit risk assessment.  The 
standards require auditors to perform the following: 

1. Obtain a more in-depth understanding of the City and its internal control environment to 
identify the risks of material misstatement in the financial statements and what the City is 
doing  to mitigate them 

2. Perform a more rigorous assessment of the risks of material misstatement of the financial 
statements based on that understanding 

3. Improve the linkage between the assessed risks and the nature, timing, and extent of 
audit procedures performed in response to those risks 

At this point, the specific impact of these standards on city audits is in the process of being 
evaluated and we will continue to keep you apprised of the status. 
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Legislative Items  

Revenue Sharing 
 
The future of the State’s revenue-sharing program continues to be directly tied to the condition 
of the State’s budget.  Reductions to statutory revenue sharing started in 2001 as shortfalls began 
occurring in the State’s budget.  The State’s budget shortfalls continue to be significant.  The 
State was approximately $1.8 billion short of the revenue needed to cover basic services for the 
State’s upcoming fiscal year 2007/2008 budget.  The legislature and the governor acted on 
October 1 to increase the income tax rate (from 3.9 percent to 4.35 percent, raising more than 
$750 million) and to enact a new 6 percent tax on certain services.  The service tax was 
estimated to raise approximately $700 million per year.  However, the service tax was repealed 
on December 1, 2007, the same day it was to go into effect, and was replaced by a Michigan 
business tax surcharge that is estimated to raise the same $700 million in revenue per year.  This 
tax surcharge will be effective for the year beginning January 1, 2008 for corporations.   
 
With many last minute revisions to the State’s budget, it is not completely clear whether the 
State’s fiscal year 2006/2007 budget has been completely balanced as well.  The outcome of the 
following matters will also impact revenue sharing; 
 
• Future of County Participation in Statutory Revenue Sharing - In 2004, the State 

terminated payment of statutory revenue sharing to counties (which was approximately 
$182 million), but allowed counties to move their operating tax levy to July from December.  
Counties are required to deposit the additional monies from the earlier levy into a “reserve 
fund” which is to be used by the counties to replace lost statutory revenue sharing in future 
years. The potential impact is that as counties come back into the revenue-sharing formula, if 
the total statutory revenue-sharing pot does not grow accordingly, this will reduce the 
amount available for cities by about one-half.   

 
• Statutory Revenue-sharing Formula Expired in 2007 - Legislative action is required on 

this Act for appropriations to continue into 2008 and beyond.   
 
• Changes to Michigan’s Tax Structure - The Michigan single business tax has been 

eliminated effective December 31, 2007, which will result in the loss of $1.9 billion from the 
State’s budget in 2008.  In June 2007, a replacement tax - called the new Michigan business 
tax - was approved by the legislature. More details on this new tax structure, which began 
January 1, 2008, are included below. In the overview, the plan creates a new tax structure 
for Michigan businesses, provides further personal property tax relief to business taxpayers, 
and is forecasted by the State to generate about the same revenue ($1.9 billion) as the single 
business tax.  Technical corrections on this recently passed law are still pending and the law 
is lengthy and complex.  The true financial impact on the State’s budget is hard to predict.   
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As introduced, the governor’s budget for fiscal year 2007/2008 includes a revenue-sharing 
increase of $27 million to be distributed using the three-part formula currently contained in the 
revenue-sharing act (taxable value per capita, population/unit type, and yield equalization), with 
an additional $14.5 million for public safety funding.  While specific details have not been 
announced yet, communities would only be eligible for the increase if they can demonstrate 
service sharing with other local governments.  Many observers have indicated that it is likely that 
revenue sharing for fiscal year 2007-2008 will more than likely be tied to fiscal year 2006-2007 
funding levels.   
 
The current statutory formula expired in September 2007, but has been temporarily extended.  
It is unclear what the outcome will be regarding the short-term and long-term funding of 
statutory revenue sharing.  Decisions still remain on the ultimate funding level for revenue 
sharing for the State's fiscal year 2007-2008.   
 
If the State were to eliminate the statutory portion of revenue sharing (as the constitutional 
portion cannot be modified without a change to the State's constitution), the City of Southfield 
has approximately $2,100,000 at risk in its General Fund budget based on current funding levels.   
 
New Michigan Business Tax 

As previously indicated, the new Michigan business tax (MBT) was approved by the legislature in 
June 2007 and replaces the single business tax (SBT) which expired December 31, 2007.  
According to the State, the new MBT is intended to generate about the same $1.9 billion 
generated by the expiring SBT, as well as an additional approximate $700 million to be 
generated by the newly added tax surcharge within the MBT.   The MBT intended to simplify 
the old SBT; however, the MBT is a very lengthy and complicated new law.  The new MBT 
consists of three taxes - a modified gross receipts tax, a business income tax, and a tax 
surcharge.  
 
More personal property tax relief is also part of the new MBT.  Business personal property 
classified as “industrial” or “commercial” will be exempt from certain personal property taxes - 
specifically from the state education tax (SET) and local school operating mills.  “Industrial” 
personal property will receive exemptions from the six SET mills and the 18 school operating 
mills (for a total 24 mill exemption).  “Commercial” personal property will be exempt from 
12 of the 18 school operating mills.   
 
These newly enacted personal property tax exemptions will mean that local governments will 
collect less school taxes on these properties.  Given the favorable tax treatment of industrial 
versus commercial personal property, it is expected that businesses will be re-reviewing the 
classification of their personal property.  Your assessor will likely receive more frequent inquiries 
and requests to change classification of personal property to take the most advantage of the tax 
break afforded to industrial property and commercial property and the additional relief available 
for industrial property. 
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As we understand it now, these are the areas at the local governmental level (i.e., impact on 
administrative fees, impact on school dollars available for capture for certain tax increment 
financing authorities, and property classifications) that are the most directly impacted by the new 
MBT.  We will keep you updated as we continue to explore these and other issues regarding the 
impact of the MBT on local units of government. 

New Cable Franchise Legislation  

The governor signed cable franchise legislation (House Bill 6456) into law effective January 1, 
2007.  The new law (Public Act 480 of 2006) creates the “Uniform Video Services Local 
Franchise Act” which provides a statewide framework for franchising agreements instead of 
individual community agreements.  The Act requires video service providers to obtain a local 
franchise, good for 10 years, from the franchising entity (the local unit of government).  As part 
of the local franchise, the provider is required to pay an annual video service provider fee, not to 
exceed 5 percent of gross revenue, as well as an annual fee for the costs of the PEG access 
facilities, not to exceed 2 percent of gross revenue.  The Act allows providers to terminate the 
current franchise contracts before their expiration date, in order to enter into this new local 
franchise agreement under the statewide framework.   

Local units of government will be impacted in the following ways: 

• Under the Act, no additional fees or charges other than those stipulated under the Act may 
be written into the local franchise agreements. 

• To the extent existing cable franchise agreements provided more funding than provided for 
under the new Act, municipalities will see reduced fees from these new local franchise 
agreements. 

• A credit, based on annual maintenance fees paid for use of public rights of way, to video 
service providers is allowed under the Act.  This credit could eliminate or significantly reduce 
any revenue the local unit might receive under the bills’ franchise fee. 

• Audits of the video service providers’ calculation of gross revenue are limited to once every 
two years. 

Currently, the City still only has one main cable provider and, therefore, the City's current 
franchise fee revenue under the new agreement is still comparable to the payments the City was 
previously receiving under the old agreement.  However, as other telecom providers that are 
currently paying the City for right of way fees under the Metro Act (such as AT&T) begin to 
offer cable television, they will be able to reduce the franchise fees paid to the City by those 
Metro Act dollars.  Once this transition begins, the City could see the franchise revenue drop 
significantly.  The City is currently receiving approximately $796,000 annually in franchise fees 
and receiving approximately $238,000 in Metro Act dollars.  This new legislation could reduce 
the franchise fees by $238,000 (same amount) over time.    
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Subsequent to the passage of the Act, amendments have been proposed in both the House and 
the Senate (House Bill 5047 and Senate Bill 636) to clarify language about the ability of local 
governments to receive PEG fees.  

Investment Reporting Now Requires Quarterly Versus Annually  

Public Act 213 of 2007 has been signed by the governor, which now requires local governments 
to perform their investment reporting quarterly to the governing body.  The investment of 
surplus monies by Michigan local governments is controlled by Public Act 20 of 1943.   The Act 
previously required investment reporting annually.  It is suggested that the required quarterly 
reports list investments by institution with maturity date and interest rates.   

Municipal Finance Act Revisions - Reminder  

The Municipal Finance Act was amended several years ago.  Communities are now required to 
submit a filing once a year with the Michigan Department of Treasury.  The old 10-day 
“exemption from prior approval” process has been eliminated and is replaced with this 
qualification process.  This filing will serve as a pre-approval for future debt issues.  The filing is 
due within six months of the City's year end annually and is good for one year thereafter.   

We would like to thank the City and its staff for its strong commitment this year in completing 
the required tasks to ensure the City received an unqualified opinion and to make the 
commitment to continue to enhance its processes in order to continually strive to operate more 
efficiently.  We would also like to thank the City for the opportunity to serve as your auditors 
and for the assistance and cooperation that we received from City of Southfield’s accounting 
staff and the rest of the City’s personnel during this audit process.  We would be happy to 
answer any questions or concerns you have regarding the annual financial report and the above 
comments at your convenience. 

Very truly yours, 

Plante & Moran, PLLC 

        
Leslie J. Pulver 

        
       Beth A. Bialy 

 
Kathryn J. Kercorian 
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